REPORT OF THE AUDITOR-GENERAL TO THE LIMPOPO PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON THE FINANCIAL STATEMENTS AND 

PERFORMANCE INFORMATION OF BA-PHALABORWA MUNICIPALITY FOR 

THE YEAR ENDED 30 JUNE 2009 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the accompanying financial statements of the Ba- 
Phaiaborwa Municipality which comprise the statement of financial position as at 
30 June 2009, and the statement of financial performance, the statement of 
changes in net assets and the cash flow statement for the year then ended, and 
a summary of significant accounting policies and other explanatory notes, as set 
out on pages X to XX. 

The accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of 
these financial statements in accordance with the Statements of Generally 
Recognised Accounting Practices (Statements of GRAP) and in the manner 
required by the Local Government: Municipal Finance Management Act, 2003 
(Act No. 56 of 2003) (MFMA) and for such internal control as the accounting 
officer determines is necessary to enable the preparation of financial statements 
that are free from material misstatement, whether due to fraud or error. 

The Audltor-Generars responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 

1 996 read with section 4 of the Public Audit Act, 2004 (Act No. 25 of 2004) 

(PAA), my responsibility is to express an opinion on these financial statements 
based on conducting the audit in accordance with the International Standards on 
Auditing and General Notice 616 of 2008. issued in Government Gazette No. 
31057 of 15 May 2008. Because of the matters described in the Basis for 
disclaimer of opinion paragraphs, however. I was not able to obtain sufficient 
appropriate audit evidence to provide a basis for an audit opinion. 

4. Paragraph 1 1 et seq. of the Statement of Generally Recognised Accounting 
Practice, GRAP 1 Presentation of Financial Statements requires that financial 
reporting by entitles shall provide information on whether resources were 
obtained and used in accordance with the legally adopted budget. As the budget 
reporting standard is not effective for this financial year. I have determined that 
my audit of any disclosures made by the Ba-Phalaborwa Municipality in this 
respect will be limited to reporting on non-compliance with this disclosure 
requirement. 

Basis for disclaimer of opinion 

Financial statements and trial balance 

5. Material unexplained and irreconcilable differences were identified between the 
amended trial balance and the amended financial statements, as reflected by the 
examples in the table below: 
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Description of balance 

Amended trial ; 

. balance . . 

R 

Amended financial 
statements 

R 

Difference 

R 

Credit impairment provision 

0 

-126 525 367 

-126 525 367 

Gross trade and similar 
receivables 

61 548 968 

208 143 193 

146 594 225 

Cash and cash eauivalents 

-100 593 426 

8 875 834 

-109 469 260 

Trade and other payables for 
exchanqe transactions 

-31 733 233 

-56 773 627 

25 040 394 

VAT payable 

4 083 742 

-24 768 236 

28 851 978 

Consumer deposits 

16 751 

-3 152 305 

3 169 056 


In view of the material differences identified above, my findings on the audit have 
been based on the amended financial statements, the initial trial balance and the 
subsequent adjustments. 

Accumulated surplus 

6. The following findings that were identified In the previous year have not been 
resolved: 

• An amount of R27.8 million was not accrued at 30 June 2008 in respect of 
unpaid water. Trade and other payables are understated by R27.8 million 
and accumulated surplus and value added tax (VAT) overstated by R24.4 
million and R3.4 million respectively. 

• Documentation could not be provided for prior year transactions amounting 
to R660 388. 

• No supportive documentation for direct deposits could be provided for 
transactions of R2.3 million. 

• Appropriate audit evidence for sundry income and journal transactions 
amounting to R6.3 million and R3 million respectively could not be provided. 

• Documentation to substantiate payments towards the loan scheme and 
employee transactions of R2.1 million and R833 164 respectively could not be 
provided. 

• Arrear leave pay of R2 million could not be substantiated with 
documentation, nor could I determined whether pay-as-you-earn has been 
deducted. 

• I could not be provided with sufficient and appropriate evidence for 
expenditure transactions to the amount of R2.2 million. 

7. An unexplained and irreconcilable difference of R695.7 million has been 
identified between the current year’s restated figure, the initial trial balance and 
the correction journals. 

8. I identified an unexplained and irreconcilable difference of R751.5 million 
between the prior year restated figure on the amended financial statements and 
the initial trial balance and correction journals. 

9. Included on the statement of changes in net assets are two unexplained 
balances of R91.3 million and R46.1 million relating to the transfer of historical 
funds on implementation and the correction of prior period error, respectively. 

1 0. Appropriate audit evidence could not be provided for transactions amounting to 
R43.6 million for the current year. I was unable to confirm whether the 
transactions did occur, do affect the municipality and at what amounts they 
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should be recorded. Alternative procedures were considered but the 
municipality's records did not perniit It. 

11.1 noted prior year adjustment transactions amounting to R1 million but, since 
appropriate audit evidence could not be provided I was unable to determine 
whether the adjustments should have been made, what the effect should be on 
the municipality and at what amounts they should have been recorded. 
Furthermore, a disclosure has not been made in the financial statements for 
prior period adjustments, as required by GRAP03.49. Alternative procedures 
were considered but the municipality's records did not permit it. 

12. The 2007/08 audited financial statements closed with a balance of R49.7 million 
for accumulated surplus. Emanating from the conversion from the Institute of 
Municipal Finance Officers (IMFO) basis of accounting to the GRAP accounting 
framework, sufficient appropriate audit evidence could not be provided for a net 
movement of R604.3 million. Alternative procedures were considered but the 
municipality’s records did not permit it 

13. GRAP17.39 requires that after recognition as an asset, an item of property, plant 
and equipment (PPE) whose fair value can be measured reliably shall be carried 
at a revalued amount, being its fair value at the date of the revaluation less any 
subsequent accumulated depreciation and impairment losses. The municipality 
fair valued all its assets and accounted for the excess, between the original 
value and fair value, through the accumulated surplus instead of the revaluation 
reserve. The revaluation reserve Is understated by R584.5 million and the 
accumulated surplus overstated by the same amount. 

Cash and cash equivalents 

14. The following findings were carried over from the previous year and are not yet 
resolved: 

• Documentation to substantiate the uncleared entries of R2.4 million on one 
bank reconciliation for the year ended 30 June 2008 could not be provided. 

• Journal transactions in the general ledger to the amount of R64.5 million 
couid not be substantiated by documentation. 

15. Unexpiained and irreconcilable differences of R124.5 million have been 
identified between the bank reconciliations amounting to R133.3 million and the 
balance on the face of the statement of financial position of R8.8 million. 

16. Reconciling items on one bank reconciliation amounted to R32.3 million at year- 
end, compared to R17.1 million on the detail list provided. The difference of 
R15.2 million could not be explained. 

1 7. Sufficient appropriate audit evidence could not be provided for the reconciling 
items amounting to R21 million on two bank reconciliations at year-end. 
Consequently, 1 was unable to conclude on what impact, if any. the reconciling 
items should have on the accounts of the municipality. Alternative procedures 
were considered but the municipality’s records did not permit it. 

1 8. Included in the initial trial balance for the current year and the prior year are 
transactions of R13 million and R8.9 million respectively for which appropriate 
audit evidence could not be provided. I was unable to confirm that the 
transactions took place, are in respect of the municipality and have been 
recorded at the appropriate amounts. Alternative procedures were considered 
but the municipality's records did not permit it. 
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19. Appropriate audit evidence for journal transactions amounting to R121.4 million 
and R8.9 million processed against the current year and comparative figure 
respectively, could not be provided. Consequently, I was unable to confirm 
whether these journals should have been passed, have been passed to the 
correct accounts and been recorded at the correct amounts. Alternative 
procedures were considered but the municipality’s records did not permit it. 

20. Appropriate audit evidence could not be provided for withdrawals, amounting to 
R4.9 million, from a bank account by the South African Revenue Services 
(SARS) to confirm that the transactions should have occurred and have been 
recorded at the correct amounts. Alternative procedures were considered but the 
municipality's records did not permit it. 

Deferred income 

21. in acknowledging contracts In progress funded from conditional grants, R12.7 
million has been recognised as PPE and a deferred income liability while the 
municipality incorrectly recognised an expenditure at the same time. The 
accumulated surplus and expenditure are overstated by R12.7 million. 

Employee cost 

22. An unexplained difference of R2.2 million exists between note 33 to the financial 
statements and the amounts per general ledger for councillor remuneration. 

Finance lease liabilities 

23. incorrect amortisation calculations revealed an overstatement of R2.2 million on 
the lease liability and an understatement on the accumulated surplus. 

24. 1 was unable to confirm whether the current portion of the lease liability of R2.8 
million was recorded at the correct amount as evidence to substantiate the 
balance could not be provided. Alternative procedures were considered but the 
municipality’s records did not permit it. 

25. According to documentation provided finance costs amounted to R945 406. The 
amount has not, however, been disclosed on the face of the statement of 
financial performance. 

Unauthorised expenditure 

26. Unauthorised expenditure of R21 .4 million identified in the prior years was not 
disclosed as an opening balance in a note to the financial statements, as 
required by section 125(2)(d) of the MFMA. The council in the year under review 
condoned R10.4 million. 

Material loss 

27. Particulars of the previous years’ financial loss of R468 371 were not disclosed 
as an opening balance in a note to the financial statements as required by 
section 125(2)(d) of the MFMA. 

Fruitless and wasteful expenditure 

28. Fruitless and wasteful expenditure totalling R1.5 million and identified in the prior 
years differs with the opening balance of R1.4 million. During the year under 
review I identified fruitless and wasteful expenditure amounting to R693 275 
whilst the council condoned R726 913, resulting In a closing balance of R1.4 
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million, compared to R2 million as disclose in note 50.2 to the financial 
statements. 

irregular expenditure 

29. Irregular expenditure of R2.9 million identified in the prior years was not 
disclosed as an opening balance in the note to the financial statements, as 
required by section 125(2)(d) of the MFMA. 

30. Councillors’ remuneration for the year under review exceeded the upper limits of 
the salaries, allowances and benefits by R285 033. The irregular expenditure 
was not disclosed in the notes to the financial statements, as required by section 
125(2)(d) of the MFMA. 

Inventory 

31 . Appropriate audit evidence for inventory transactions amounting to R2.4 million 
could not be provided. Consequently I was unable to confirm whether the 
transactions took place, are In respect of the municipality and have been 
recorded at the appropriate amounts . Alternative procedures were considered 
but the municipality's records did not permit It. 

Long-term debtors 

32. The following findings identified in the year ended 30 June 2008 have not been 
resolved: 

• The current portion of the non-current balance was not determined. 

• Documentation could not be provided to substantiate journal transactions 
totalling R3.4 million. 

33. The initial trial balance reflects a balance for long-term debtors of R36.6 million. 

A detail list supporting the balance could not be provided due to the inability of 
the accounting system to generate a report. Consequently, I was unable to 
conclude on whether the long-term debtors exist, do have an obligation to the 
municipality and that the obligation has been recorded at the correct amount. 

The non-current portion was also not separately disclosed on the face of the 
statement of financial position. 

34. Sufficient appropriate audit evidence for debit entries amounting to R17.7 million 
could not be provided. I was unable to confirm the whether the transactions did 
occur and have been recorded appropriately and at the correct amounts. 
Alternative procedures were considered but the municipality’s records did not 
permit it 

Non-current assets held for sale 

35. Neither backlog depreciation, nor depreciation was determined on non-current 
assets held for sale before the assets have been classified as held for sale in 
terms of GRAP 100. These assets have also not been tested for impairment. Due 
to the nature of the transactions I was unable to determine a value. The 
accumulated surplus is overstated and accumulated depreciation and 
depreciation expenditure understated by an unquantiflable amount. 

36. These assets are held at a higher canying amount than what they would realise 
in the open market. My best estimate Is that the balance for non-current assets 
held for sale is overstated by R4.5 million. 
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Non-current provision 

37. R1.1 million was provided for the rehabilitation of the iandfiil site. I could not be 
provided with appropriate audit evidence to determine whether the correct 
amount has been provided. Alternative procedures were considered but the 
municipality’s records did not permit it. 

Operating expenditure 

38. The municipality attempted to correct an error with a journal but it was incorrectly 
processed, resulting in the duplication of the expenditure. Expenditure and trade 
and other payables are overstated by R3.9 million and R4.5 million respectively, 
and VAT payable understated by R557 021. 

39. Included in expenditure is an expense item “Transfer of cash" to the amount of 
R57.8 million. The balance consists of the transfer of funds between two bank 
accounts and was incorrectly recognised as an expense. Expenditure is 
overstated and cash and cash equivalents understated with this amount. 

40. Inadequate cut-off procedures resulted in the understatement of expenditure and 
payables by R3.9 million. 

41. Expenditure amounting to R1.8 million was duplicated. Expenditure and 
accumulated surplus are overstated by R1.8 million. 

42. An unexplained and irreconcilable difference of R23.2 million exists between the 
prior year's audited financial statements and the restated comparative figures on 
the current year's financial statements. 

43. An unexplained and irreconcilable difference of R30.7 million has been identified 
between the current year’s restated figure on the amended financial statements 
and the initial trial balance and the correction journals. 

44. Appropriate audit evidence for journal transactions amounting to R9.3 million 
and R6 million made to the current year and comparative figures respectively 
could not be provided. Consequently, I was unable to confirm whether the 
transactions affect the municipality and have been recorded at the correct 
amounts. Alternative procedures were considered but the municipality’s records 
did not permit it 

45. Particulars of arrears owed by individual councilors and the amounts paid in 
pension and medical aid contributions, and whether any amounts were 
outstanding as at the end of the financial year were not disclosed in a note to the 
financial statements, as required section 124(1)(b) and 125{1)(c) of the MFMA. 

Property, plant and equipment (PPE) 

46. 1 reported in my previous year’s report for the year ended 30 June 2008 that 
infrastructure projects constructed by the Mopani District Municipality in the Ba- 
Phaiaborwa area on behalf of the municipality and PPE funded from municipal 
infrastructure grants to the amount of R25 million were not recognised as PPE. 
The municipality could not provide me with appropriate audit evidence to support 
the non-recognition of the projects as PPE. 

47. The municipality converted from the IMFO basis of accounting to the GRAP 
accounting framework with effect from 1 July 2007. As a result of the following I 
could not confirm whether the opening balance of PPE of R664.7 million on the 
face of the statement of financial position Includes all the assets that should 
have been recorded and that all assets were recorded at the correct amounts: 


6 



® PPE as at 30 June 2007 totalled R102.9 million according to the audited 
2007/08 financial statements, compared to a converted opening balance of 
R1 1 million which represent finance lease PPE. The remaining PPE was 
incorrectly not done in terms of the requirements of GRAP 17. 

• Backlog depreciation for the period up to 30 June 2007 was not determined 
on PPE according to the useful lives, as set out in the accounting policies. 

\ * Although all PPE have been, either re-valued or fair valued in the current 

year, retrospective for the 2007/08 financial year, no amounts reflecting the 
change in the accounting policies have been disclosed in note 11.2 to the 
financial statements, as required by GRAP 03. 

• Although the acquisitions for the 2007/08 financial year amounted to R5 
million, the amount was not disclosed in note 11.2 to the financial statements, 
as required by GRAP 03. 

The municipality's records did not permit the application of alternative procedures 
regarding PPE. 

48. According to a confirmation received from Mopani District Municipality, an 
infrastructure project with a contract amount of R3.2 million was completed on 
behalf of the municipality. The project could, however, not be traced to the asset 
register. The municipality could not provide me with appropriate audit evidence 
for the non-recognition of the project. 

49. PPE totalled R1 08 million as at 30 June 2008 and the balance was written-off in 
the year under review. Consequently, a new asset register was compiled 
through physical inspections and PPE was either re-valued or fair valued. 
Appropriate audit evidence could not be provided to confirm that all PPE have 
been recognised. I identified land and buildings amounting to R60.7 million that 
have been identified from the valuation roll which do not appear on the asset 
register. Alternative procedures were considered but the municipality’s records 
did not permit it. 

50. Loans redeemed and other capital receipts totalled R99 million as at 30 June 
2008. With the conversion process R50.3 million has been transferred to the 
accumulated surplus. I could not be provided with an explanation for the 
difference of R48.7 million that was not transferred. 

51. GRAP17.60 requires that the depreciable amount of an asset shall be allocated 
on a systematic basis over its useful life. Depreciation was not provided on 
buildings for the prior and current years or for the acquisitions for the year. I was 
unable to determine the amount of the depreciation and as a consequence 
expenditure and accumulated depreciation are understated in the financial 
statements by an unquantiflable amount. 

52. At 30 June 2008 land and buildings valued R652.4 million, compared to R560.5 
million as at 30 June 2009. It represents a decrease of R91.9 million. This 
movement did not reflect in the note to the financial statements. 

53. Certain PPE classes have not yet been measured as required by GRAP 17. The 
municipaiity opted to take advantage of the transitional provision, however, that 
fact has not been disclosed In the accounting policy or the note, as required by 
GRAP 17.97 

54. Appropriate audit evidence for current year and comparative figure journal 
transactions amounting to R476.3 million and R1.4 million respectively, could not 
be provided and I was unable to confirm that these journals should have been 
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passed, have been passed to the correct accounts and have been recorded at 
the correct amounts. Alternative procedures were considered but the 
municipality's records did not permit IL 

55. A journal entry of R584.5 million that represented a correction on PPE with the 
restatement of the financial statements does not reflect on the balance of PPE. 

56. PPE that have been fair valued totalled R6.9 million at 30 June 2009. Sufficient 
appropriate audit evidence could not be provided to confirm whether these 
assets were recorded at the correct amounts. Alternative procedures could not 
be performed. 

57. included in the prior year balance on the restated financial statements is a 
transaction of R657.1 million for which appropriate audit evidence could not be 
provided. I was unable to confimn that the transaction should have been 
recognised and whether it was recorded at the correct amount. Alternative 
procedures could not be performed. 

Provisions 

58. The provision for leave to the amount of R2.2 million for the year ended 30 June 
2008 was incorrectly based on the employees’ basic salary instead of on the 
total cost-to-employer remuneration. This was not resolved in the current audit. 

59. The current year's provision for leave to the amount of R4 million was incorrectly 
based on the employees' basic salary instead of on the total cost-to-employer 
remuneration. I was unable to determine the correct value of the leave provision 
as the leave records are inaccurate and incomplete due to the system's inability 
to update the records timely while a difference of R569 868 exists between the 
financial statements and the list provided. 

60. Included in the initial trial balance is a transaction of R1.9 million for which 
appropriate audit evidence could not be provided. Consequently, I was unable to 
confirm that the transaction should have been recognised and has been 
recorded at the correct amount. Alternative procedures were considered but the 
municipality's records did not permit it. 

61 . The leave accrual for the prior year to the amount of R2.2 million has been 
incorrectly unbundled to the accumulated surplus account. The comparative 
figure is understated by the said amount. 

62. An amount of R57 127 has been provided for bonuses. The full population has 
not been considered by management and I projected an understatement of R2.5 
million. The provision for bonuses and employee cost are understated by R2.5 
million. 

63. Appropriate audit evidence for journal transactions for R21.7 million and R10.5 
million made to the current year and comparative figures respectively, could not 
be provided. I was unable to confirm that the journals should have been passed, 
have been passed to the correct accounts and have been recorded at the 
correct amounts. Alternative procedures were considered but the municipality's 
records did not permit it. 

Revenue 

64. Due to incorrect journal transactions water and electricity revenue is understated 
by R10.9 million as the direct Income was initially not accounted for on the 
accounting system. Cash and cash equivalents are understated by the same 
amount. 
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65. Revenue has been overstated with R11.7 million in the general ledger due to a 
double recording of revenue in April 2009. Consequently the bank suspense 
account and VAT have been overstated by R13 million and R1.2 million 
respectively. 

66. Sufficient appropriate audit evidence could not be provided for sundry income 
amounting to R6.8 million in the general ledger. A detailed transaction listing 
could not be provided for the amounts recorded. Consequently, I was unable to 
conclude whether these transactions whether the transactions were correctly 
allocated, did occur, do affect the municipality and at what amounts they should 
be recorded. Alternative procedures were considered but the municipality’s 
records did not permit it 

67. Appropriate audit evidence could not be provided for transactions amounting to 
R297 million. Consequently I could not conclude whether the transactions did 
occur, do affect the municipality and at what amounts they should be recorded. 
Alternative procedures were considered but the municipality’s records did not 
permit it. 

68. A reconciliation between the total value of assessment rates according to the 
valuation roll and the actual billing has not been performed. No control exists to 
ensure that all the assessment rates according to the valuation roll were indeed 
levied and that the assessment rates recorded at R33.4 million are correct. 

Trade and other payables 

69. Documentation to substantiate creditors to the value of R5.3 million for the year 
ended 30 June 2008 could not be provided and was not resolved in the current 
audit. Alternative procedures were considered but the municipality’s records did 
not permit it. 

70. Appropriate audit evidence could not be provided for the balance of R56.7 
million as disclosed in the financial statements. I was unable to confirm that the 
creditors do exist, that the municipality does have an obligation to them and that 
the amounts reflected are accurate. Alternative procedures were considered but 
the municipality’s records did not permit it. 

71. Appropriate audit evidence for journal transactions amounting to R61.1 million 
and R49.2 million made to the current year and comparative figures respectively, 
could not be provided. Consequently. I was unable to confirm that the Journals 
should have been passed, have been passed to the correct accounts and have 
been recorded at the correct amounts. Alternative procedures were considered 
but the municipality’s records did not permit it. 

72. An unexplained and irreconcilable difference of R12.5 million has been identified 
between the current year’s restated figure on the amended financial statements 
and the initial trial balance and the correction journals. 

73. The amount of work certified as complete together with the retention withheld 
are not recognised and disclosed as "assets under construction". My 
assessment revealed an understatement of PPE by R5.8 million. VAT input by 
R817 591 and trade and other payables by R6.6 million. 

74. A service level agreement exits between the municipality and the water service 
authority, assigning the responsibility as the water service provider to the 
municipality. Management could not provide me with appropriate audit evidence 
contrary to this. For the year under review, an amount of R53.9 million was not 
accrued In respect of unpaid water at 30 June 2009. Trade and other payables 
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and expenditure are understated by R89.2 million and R53.9 million respectively. 
VAT payable and accumulated surplus are overstated by R10.9 million and 
R24.4 million respectively. 

75. Entries amounting to R11.7 million that affected trade and other payables in 
respect of the correction journals do not reflect in the balance. An explanation 
could not be provided. 

Gross trade and similar receivables and credit impairment provision 

76. The foilo\A/ing findings reported on in the year ended 30 June 2008 have not 
been resolved: 

• I calculated that the provision for bad debts was under provided by R47 
million for the year ended 30 June 2008 resulting in an understatement of 
expenditure by that amount. 

• Documentation could not be provided for the balance of R4.7 million and 
R40.2 million for amounts paid In advance and journal transactions for other 
income, respectively. 

77. The balance of gross trade and similar receivables amounted to R208.1 million. 
The balance represents balances as at 31 August 2009, instead of 30 June 
2009. Consequently, a detailed debtors' age analysis as at 30 June 2009 could 
not be provided. I was unable to verify that the receivables exist and have been 
recorded completely and at the correct amounts at 30 June 2009. Alternative 
procedures were considered but the municipality's records did not permit it. 

78. Sufficient appropriate audit evidence could not be provided for journal 
transactions totaling R55.1 million and R41 million made to the current year and 
comparative figures respectively. I was unable to conclude that the journals 
should have been passed, have been passed to the correct accounts and have 
been recorded at the correct amounts. 

79. An unexplained difference of R3.8 million existed between the previous year’s 
audited balance of R61.8 million and the restated comparative balance of R57.9 
million for receivables. 

80. An unexplained and irreconcilable difference of R62.3 million in the baiance for 
the current year was identified between the total on the initial trial balance and 
the total per financial statements. 

81. The basis used to determine the credit impairment provision of R126.5 million 
and the corresponding figure is not reasonable for the following reasons: 

• The impairment was determined on the balance for gross trade and similar 
receivables, for which no supportive documentation could be provided. 

« The repayment history of the different categories of consumers was not taken 
into consideration in determining the percentage recoverability. 

• Certain assumptions were made that are not reasonable, for example 
assessment rates on which no impairment was determined. 

82. With the correction of the comparative figure for the impairment of R120.3 million 
VAT was not taken into account as the correction was only accounted for 
through the accumulated surplus. My recalculation determined that VAT is 
overstated by R10.2 million and the accumulated surplus understated by the 
said amount. 
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Value Added Tax (VAT) 

83. The VAT findings reported by me for the year ended 30 June 2008 have not 
been resolved. 

« A difference of R2.8 million existed between the VAT balance of R20.7 
million and my recalculation of R17.8 million. Trade and other payables are 
overstated and the VAT control account understated by R17.8 million. 

« Documentation to substantiate VAT journals of R5.6 million could not be 
provided. 

84. The amounts declared on the VAT returns for November 2008 to February 2009 
and submitted to SARS do not agree to the general ledger, resulting in the 
understatement of VAT payable by R1 1 million and the overstatement of cash 
and cash equivalents by the same amount. 

85. Transactions amounting to R2 million are Included in the general ledger for 
which appropriate audit evidence could not be provided. I was unable to confirm 
whether the transactions did occur, do affect the municipality and at what 
amounts they should be recorded. Alternative procedures were considered but 
the municipality's records did not permit it. 

86. Sufficient appropriate audit evidence could not be provided for journal 
transactions totaling R7.4 million made to the comparative figures. I was unable 
to conclude that the journals should have been passed, have been passed to the 
correct accounts and have been recorded at the correct amounts. Alternative 
procedures were considered but the municipality’s records did not permit it. 

87. 1 was unable to confirm that journals should have been passed, have been 
passed to the correct accounts and have been recorded at the correct amounts 
for journal transactions relating to VAT amounting to R8.7 million, as appropriate 
audit evidence could not be provided. Alternative procedures were considered 
but the municipality's records did not permit it. 

88. The entries of the correction journals that affected VAT and amounted to R1 
million do not reflect on the VAT payable balance. An explanation could not be 
provided. 

Management representations 

89. 1 was unable to obtain the representatbns considered necessary from the 
management of the Ba-Phalaborwa Municipality with respect to the 
accompanying financial statements. I could not determine the effect of the lack 
of such representations on the financial position of the entity as at 30 June 2009, 
or the results of its operations and its cash flows for the year then ended. 

Disclaimer of opinion 

90. Because of the significance of the matters described in the Basis for disclaimer 
of opinion paragraphs, I have not been able to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion. Accordingly, I do not express an 
opinion on the financial statements. 

Other matters 

Without qualifying my audit opinion, I draw attention to the following matters that 

relate to my responsibilities in the audit of the financial statements: 
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other information included in the annual report 

91 . 1 have not obtained the other Information included in the annual report and have 
not been able to identify any material inconsistencies with the financial 
statements. 

Non-compliance with applicable legislation 

Local Government: Municipal Finance Management Act 

92. A council committee did not yet commence with investigations to fruitless and 
wasteful expenditure incurred by the municipality in the prior years, as required 
by section 32(2) of the MFMA. 

93. In terms of section 122(3) of the MFMA, the annual financial statements must be 
prepared in accordance with generally recognised accounting practice as 
determined by the Accounting Standards Board. The municipality has not 
provided supplementary information in the financial statements on whether 
resources were obtained and used in accordance with the legally adopted 
budget, as prescribed by GRAP 1 Presentation of Financial Statements. 

Local Government: Municipal Systems Act (MSA) 

94. 1 identified in instances that councillors have other interests, which I was unable 
to establish as to whether it have been declared as required in terms of section 
7(2) of Schedule 1 to the MSA. 

Governance framework 

95. The governance principles that impact the auditor's opinion on the financial 
statements are related to the responsibilities and practices exercised by the 
accounting officer and executive management and are reflected in the internal 
control deficiencies and key governance responsibilities addressed below: 

internal control deficiencies 

96. Section 62(1)(c)(i) of the MFMA states that the accounting officer must ensure 
that the municipality has and maintains effective, efficient and transparent 
systems of financial and risk management and internal control. The table below 
depicts the root causes that gave rise to the deficiencies in the system of internal 
control, which led to the disclaimer of opinion. The root causes are categorised 
according to the five components of an effective system of internal control. (The 
number listed per component can be followed with the legend below the table.) 

In some instances deficiencies exist in more than one internal control 
component. 


Rar.^no. 


iCE^ 




WTM 

6, 14, 32, 46, 58. 76, 83 

Qualifying matters on corresponding figures not 
resolved during the year under review 

1-7 

1-5 

1-7 

1-3 


5, 7. 8. 22. 43, 55, 72, 80 

Balance in 6nancial statements does not agree 
with trial balance. 

1-7 

1-5 

1-7 

1-3 

1-3 

9, 10, 11. 12, 17, 18. 19, 
20, 24, 31,33, 34, 37,44, 
48, 49, 54, 56, 57, 60, 63, 
66. 67, 68,69, 70, 71.77, 
78, 85, 86, 87 

Appropriate audit evidence not provided 

1-7 

1-5 

1-7 

1-3 

1-3 

15, 16, 42, 50, 79, 81 

Unexplained differences other than between 
Unancial statements and trial balance 

1-7 

1-5 

1-7 

1-3 

1-3 


Differences in disclosure or non-disclosure in the 
financial statements 

1-7 

1-5 

1-7 

1-3 

1-3 
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IPaif;no^ 


Basis for-disclalmer^dfiOpihibnl 


IGE 


iRAi 




^IC 




13, 21, 23. 35, 36. 38, 39. 
40, 41, 51. 59, 61. 62, 64, 
65. 73. 74, 62. 84 


Misstatements on financial statements' balances 


1-7 


1-5 


1-7 


1-3 


1-3 


89 


Management representation ietter not provided 


97. The general financial management functions is the responsibility of the 

accounting officer, assisted by top management in managing and co-ordinating 
the financial administration of the municipality and exercising financial 
management responsibilities within their respective areas of responsibility. 
Reasonable steps were not taken to ensure that the municipality has and 
maintains effective, efficient and transparent systems of financial and risk 
management and internal control over the whole spectrum of municipal 
activities. This impacted negatively on all five root causes in the table below. 


iil-eaend 

T-iiSki; 

-.,CEi= Control environment 


[ he organisational structure does not address areas of responsibility and lines of reporting to support 
effective control over financial reporting. 


Management and staff are not assigned appropriate levels of authority and responsibility to facilitate 
control over financial reporting. 

2 

Human resource policies do not facilitate effective recruitment and training, disciplining and supervision 
of personnel. 

3 

Integrity and ethical values have not been developed and are not understood to set the standard for 
financial reporting. 

4 

The accounting officer does not exercise oversight responsibility over financial reporting and internal 
control. 

5 

Management s philosophy and operating style do not promote effective control over financial reoortina 


I he entity does not have individuals competent in financial reporting and related matters 




Management has not specified financial reporting objectives to enable the identification of risks to 
reliable financial reporting. 


1 he entity does not identify risks to the achievement of financial reporting objectives. 


The entity does not analyse the likelihood and impact of the risks identified. 


The entity does not determine a risk strategy/action plan to manage identified risks. 


The potential for material misstatement due to fraud is not considered 




There is inadequate segregation of duties to prevent fraudulent data and asset misaoDropriaHon 


General information technology controls have not been designed to maintain the Integrity of the 
information system and the security of the data. 


Manual or automated controls are not designed to ensure that the transactions have occurred, are 
authorised, and are completely and accurately processed. 

3 

Actions are not taken to address risks to the achievement of financial reporting obiectives 

a 

Control activities are not selected and developed to mitigate risks over financial reoortina 


Policies and procedures related to financial reporting are not established and communicated 

B 

Realistic targets are not set for financial perforniance measures, which are in turn not linked to an 
effective reward system. 

H 



Pertinent infonnation is not identified and captured in a form and timeframe to support financial 
reporting. 

1 

Information required to implement internal control is not available to personnel to enable internal control 
responsibilities. 

2 

Communications do not enable and support the understanding and execution of internal control 
processes and responsibilities by personnel. 

3 

Ongoing monitoring and supervision are not undertaken to enable an assessment of the effectiveness of 
internal control over financial reporting. 

1 

Neither reviews by internal audit or the audit committee nor self -assessmente are evident 

Bm\ 

Internal control deficiencies are not identified and communicated in a timely manner to allow for 
corrective action to be taken. 

n 


13 






















Key governance responsibilities 

98. The MFMA tasks the accounting officer with a number of responsibilities 

concerning financial and risk management and internal control. Fundamental to 
achieving this is the implementation of key governance responsibilities, which I 
have assessed as follows: 


Clear trail of supporting documentation that is easily avaiiable and provided in a timely 
manner 

1 . No significant difficulties were experienced during the audit concerning delays or the 
availability of requested information. 


Quality of financial statements and related management information 


2. The financial statements were not subject to any material amendments resulting from 
the audit. 


3. The annual report was submitted for consideration prior to the tabling of the auditor’s 
report. 


Timeliness of financial statements and management information 


The annual financial statements were submitted for auditing as per the legislated 
deadlines (section 126 of the MFMA). 


Availability of key officials during audit 


Key officials were available throughout the audit orocess. 


Development and compliance with risk management, effective internal control and 
governance practices 


Shared audit committee 


• The municipality had an audit committee in operation throughout the financial year. 


• The audit committee operates in accordance with approved, written terms of 
reference. 


• The audit committee substantially fulfilled its responsibilities for the year, as set out 
in section 166(2) of the MFMA. 


Internal audit 


• The municipality had an internal audit function in operation throughout the financial 
year. 


• The internal audit function operates In terms of an approved internal audit plan. 


• The internal audit function substantially fulfilled its responsibilities for the year, as 
set out in section 165(2) of the MFMA. 


There are no significant deficiencies in the design and implementation of internal 
control in respect of financial and risk manaqemenL 


There are no significant deficiencies in the design and implementation of internal 

control in respect of compliance with applicable laws and regulations. 

The information systems were appropriate to facilitate the preparation of the financial 
statements. 


A risk assessment was conducted on a regular basis and a risk management strategy, 
which includes a fraud prevention plan, is documented and used as set out in section 
62(1)(c)(i) of the MFMA. 


Delegations of responsibility are in place, as set out in section 79 of the MFMA. 


Follow-up of audit findings 


13. The prior year audit findings have been substantially addressed. 


Issues relating to the reporting of performance information 

14. The information systems were appropriate to facilitate the preparation of a performance 
report that is accurate and complete. 


15. Adequate control processes and procedures are designed and implemented to ensure 
the accuracy and completeness of reported performance infoimation. 
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16. 

A strategic plan was prepared and approved for the financial year under review for 
purposes of monitoring the performance in relation to the budget and delivery by the 
Ba-Phalaborwa Municipality against its mandate, predetermined objectives, outputs, 
indicators and targets (section 68 of the MFMA). 

✓ 

■ 

17. 

There is a functioning performance management system and performance bonuses 
are only paid after proper assessment and approval by those charged with 
governance. 

■ 



99. The accounting officer appointed a consultant to convert and compile the 
financial statements and the chief financial officer was not involved in the 
compiiation. I could not be provided with appropriate audit evidence for journal 
transactions to substantiate the conversion process. The awarding of the tender 
for the compilation of the financial statements revealed possible irregularities. 

1 00. The appropriate system reports for receivables and payables were not 
generated by the finance department at year-end, limiting my ability to perform 
pre-determined audit procedures. 

101 . The inability of the accounting officer and the chief financial officer to 
coordinate their efforts in the design and implementation of internal control in 
respect of financial and risk management as well as non-compliance with 
applicable laws and regulations, resulted in a regression in the quality of the 
financial statements, and the audit outcomes, compared to the prior year. This is 
evident of the numerous findings on which I have reported on I was not provided 
with appropriate audit evidence, unable to perform audit procedures or obtain 
explanations on differences. 

1 02. The municipality had an Internal audit unit for six months and appropriate 
evidence did not exist that the internal audit plan was approved, audits conducted 
and reports issued. The unit therefore did not substantially fulfill its 
responsibilities while a proper risk assessment was not conducted. 

1 03. As a result of a lack of skills in the municipality and a fully fledged internal 
audit unit together with the audit committee a proper quality review of the 
financial statements could not be performed prior to submission for audit 
purposes. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

Report on performance information 

104. I have reviewed the performance information as set out on pages to . 

The accounting officer’s responsibility for the performance information 

105. In terms of section 121(3)(c) of the MFMA, the annual report of a municipality 
must include the annual performance report of the municipality, prepared by the 
municipality in terms of section 46 of the Local Government: Municipal Systems 
Act, 2000 (Act No. 32 of 2000) (MSA). 

The Auditor-General’s responsibility 

1 06. I conducted my engagement in accordance with section 1 3 of the PAA read 
with General Notice 616 of 2008, issued in Government Gazette No. 31057 of 
15 May 2008 and section 45 of the MSA. 

1 07. In terms of the foregoing my engagement included performing procedures of 
an audit nature to obtain sufficient appropriate evidence about the performance 
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information and related systems, processes and procedures. The procedures 
selected depend on the auditor’s judgement. 

108. I believe that the evidence I have obtained is sufficient and appropriate to 
provide a basis for the findings reported below. 

Findings on performance information 

Non-compliance with regulatory requirements 

Content of integrated development plan 

109. The integrated development plan of the Ba-Phalaborwa Municipality did not 
include the performance targets determined in terms of its performance 
management system, as required by sections 26(i) and 41 (1 )(b) of the MSA and 
regulation 12 of the Municipal Planning and Performance Management 
Regulations, 2001. 

1 1 0. The key performance indicators set by the Ba-Phalaborwa Municipality did 
not include the general key performance indicators applicable to the municipality, 
as prescribed in terms of section 43(1) of the MSA. 

Lack of adoption of a performance management system 

111. The Ba-Phalaborwa Municipality did not adopt a framework that describes 
and represents how the municipality’s cycle and processes of performance 
planning, monitoring, measurement, review, reporting and improvement will be 
conducted, organised and managed, Including determining the roles of the 
different role players, as required In terms of regulations 7 and 8 of the Municipal 
Planning and Performance Management Regulations, 2001. 

Mid-year budget and performance assessments 

1 1 2. The accounting officer of the Ba-Phalaborwa Municipality did not assess the 
performance of the municipality during the first half of the financial year, taking 
into account the service delivery targets and performance indicators set in the 
service delivery and budget implementation plan and the past years annual 
report and progress on resolving problems identified in the annual report, as 
required by section 72(1)(a) of the MFMA. 

1 13. The accounting officer of the Ba-Phalaborwa Municipality did not submit the 
mid-year budget and performance assessment report to the mayor of the 
municipality. National Treasury and the Provincial Treasury as required by 
section 72(1 )(b) of the MFMA. 

Inconsistently reported performance information 

1 14. The Ba-Phalaborwa Municipality has not reported throughout on its 
performance with regard to Its objectives, indicators and targets as per the 
approved integrated development plan. 

Reported performance information not reliable 

Source information not accurate and complete 

115. The source information or evidence provided to support the reported 
performance information with regard to the following indicators did not 
adequately support the accuracy and completeness of the facts: 
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Objective 

Indicator 

Annual target 

Reported 

perforrnance 

Actual 

performance per 
supporting 
documents 

KPA1 - Job 
creation 

Job creation 

378 

86 jobs created 

according to 3’rd 
quarter report 

157 jobs created 
during the 3'rd 
quarter 

KPA5 - Number 
of ordinary 
councii sittings 

Number of 
ordinary council 
sittings 

4 ordinary 
council 

meetings held 

4 ordinary councii 
and 3 special 
council meetings 
held according to 
annuai 
performance 
report 

6 ordinary council 
and 3 speciai 
council meetings 
heid 


APPRECIATION 

1 1 6. The assistance rendered by the staff of the Ba-Phalaborwa Municipality 

during the audit is sincerely appreciated. 



Polokwane 

1 February 2010 



AUDITOR-GENERAL 
SOUTH AFRICA 

Aud'iling lo build public confidence 
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